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I am pleased t o  be here this e v e n i n g  to discuss sone 

. ._ of t h e  major i s s u e s  which face p u b l i c  pension plans  today. 
. a  

. While m o s t  p e n s i o n  s t u d i e s  by t h e  General Accounting Office 

have fccuses on issues r e l a t i n g  to  r e t i r e m e n t  systems for 

Federal p e r s o n n e l ,  I b e l i e v e  many of t h e  c o n c l u s i o n s  .of our _ .  
s t u d i e s  are  appl icable  t o  S ta te  and l oca l  plans a s  w e l l .  

Since 1974,  GAO h a s  i s s u e d  a series of f epor t s  c o v e r -  

ing  a number of issues c o n c e r n i n g  basic  po l ic ies ,  f inanc , in l ; ,  

administration, and b e n e f i t s  of v a r i o u s  F e d e r a l  retirement 

systems. Next  t G  p a y ,  t h e s e  systems a re  t h e  most s i g n i f i -  

c a n t  and c o s t l y  means used  t o  compensa te  Fede ra l  personnel, 

and t h e  l i a b i l i t i e s  associated w i t h  them represent  a size- 

- a b l e  long-term f i n a n c i a l  commitment of t h e  Government. I n  

e s s e n c e ,  our work h a s  shown t h a t  Federal  r e t i r e m e n t  p rogram 

have not r e c e i v e d  t h e  management a t t e n t i o n  t h e y  d e s e r v e  i n  

view of t h e i r  i m p r t a n c e  and  tremendous costs .  The  systems 
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have  e v o l v e d  w i t h o u t  o v e r a l l  FoliCY g u i d a n c e .  I n  t h e  a b s e n c e  

of s u c h  a p o l i c y ,  Federal  r e t i r e m e n t  programs h a v e  d e v e l o p e d  

. andl c o n t i n u e  t o  d e v e l o p  o n  a n  i n d e p e n d e n t ,  piecemeal b a s i s , .  

r e s u l t i n g  i n  ' a  pa tchwork  of systems p r o v i d i n g  d i f f e r e n t  ben- 

ef its t o  various groups of employees. 

The i s s u e s  1 would l i k e  t o  d i s c u s s  t h i s  e v e n i n g  f a l l  

in to  f i v e  areas: 

--Need for a r e t i r e n e n t  pol icy,  

--Ret i rement  f u n d i n g ,  . 
--Disab il i t y  r e  t ir emen t , 

' --Early r e t i r e m e n t ,  and 
* -  

--Indexing r e t i r e K e n t  b e n e f i t s .  

RETIREMENT POL ICY 

Based on o u r  s t u d i e s ,  I b e l i e v e  t h e  primary issue that 

n e e d s  a t t e n t i o n  is t h e  e s t a b l i s h m e n t  of a n  o v e r a l l ,  c o h e r e n t ,  

c o o r d i n a t e d  Fede ra l  r e t i r e m e n t  pol icy--a  policy which o u t -  

, lines t h e  p r i n c i p l e s ,  o b j e c t i v e s ,  and s t a n d a r d s  t o  be fol- .! 
! 

i 

i i l i a n  p e r s o n n e l .  The .pol icy s h o u l d  s e r v e  both management 

I lowed i n  p r o v i d i n g  r e t i r e m e n t  b e n e f i t s  t o  military and c i v -  
I 

I 

and  employee n e e d s  and  c o v e r  s u c h  mat ters  a s  b e n e f i t  l e v e l s ,  

f u n d i n g ,  social s e c u r i t y  c o v e r a g e ,  v e s t i n g ,  and a d r n i n i s t r a -  

t i o n .  Whi le  r e c o g n i z i n g  that spec ia l  r e t i r e m e n t  provisions 

may be j u s t i f i e d  f o r  p a r t i c u l a r  g r o u p s ,  t h e  p o l i c y ' s  g u i d i n g  

P r i n c i p l e  s h o u l d  be t h a t  a l l  Federal  personnel receive con- 

sis ten t b e n e f i t s  . 

i 

j 
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I c o n s i d e r  t h i s ' t o  be t h e  p r i m a r y  issue n o t  o n l y  b e c a u s e  

a p o l i c y  is needed  t o  g u i d e  t h e  f u t u r e  deve lopmen t  of Federal 

p e n s i o n  p l a n s ,  b u t  also b e c a u s e  s u c h  a p o l i c y  cou ld  p r o v i d e  

a f o u n d a t i o n  for r e s o l v i n g  many of t h e  other major i s s u e s ,  

' 0  

Let m e  m e n t i o n  some of t h e  r e a s o n s  why w e  h a v e  r e a c h e d  this 

c o n c l u s i o n .  . 

We i d e n t i f i e d  38 separate r e t i r e n e n t  s y s t e m s  t h a t  a r e  

m a i n t a i n e d  f o r  v a r i o u s  g r o u p s  of p e r s o n n e l  by Fede ra l  agen- 

c ies  -and i n s t r u m e n t a l i t i e s .  Many i n c o n s i s t e n c i e s  and  in -  . 

e q - u i t i e s  exist anong t h e  s y s t e m s .  Even th,ough t h e  pe r son-  

nel c o v e r e d  by them work for t h e  same employer-- the United 

States Government--they are t reated q u i t e  d i f f e r e n t l y  de- 

p e n d i n g  on  which r e t i r e m e n t  s y s t e m  appl ies  t o  t h e i r  employ- 

. L I  

ment.  
L 

A l l  of t h e  systems h a v e  t h e  same b a s i c  objectiyes--to 

p r o v i d e  employees  a c o n t i n u i n g  income d u r i n g  r e t i r e m e n t  or 

upon becoming d i s a b l e d  and t o  p r o v i d e  f i n a n c i a l  p r o t e c t i o n  

to' s u r v i v o r s  upon t h e  d e a t h  of active and  -retired employees.  

Y e t ,  t h e  s y s t e m s  d i f f e r  s u b s t a n t i a l l y  i n  areas s u c h  a s  (1) 

employee  c o n t r i b u t i o n  ra tes ,  ( 2 )  b e n e f i t  f o r m u l a s ,  ( 3 )  re- 

t i r e m e n t  e l i g i b i l i t y  r e q u i r e m e n t s ,  (4) ere-ditable s e r v i c e ,  

( 5 )  d i s a b i l i t y  po l i c i e s  and  b e n e f i t s ,  ( 6 )  s u r v i v o r  b e n e f i t s ,  

and ( 7 )  reemployed a n n u i t a n t  pract ices .  D i f f e r e n c e s  e x i s t  

e v e n  w i t h i n  sone of t h e  r e t i r e m e n t  s y s t e m s .  Under t h e  

c i v i l  s e rv - i ce  r e t i r e m e n t  system--which c o v e r s  most Federal  

3 
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c a v i l i a n  employees - - ce r t a in  groups r e c e i v e  s p e c i a l  b e n e f i t s .  

Whi le  most p a r t i c i p a n t s  a r e  c o v e r e d  by t h e  p l a n ' s  g e n e r a l  

. p r o y i s i o n s , ,  s e p a r a t e  p r o v i s i o n s  g r a n t  h i g h e r  a n n u i t i e s  a n d / o r  

allow ea r l i e r  r e t i r e m e n t  a g e s  f o r  Members of C o n g r e s s ,  con- 

g r e s s i o n a l  s t a f f ,  law e n f o r c e m e n t  and f i r e f i g h t e r  p e r s o n n e l ,  

a n d  a i r  t r a f f i c  c o n t r o l l e r s .  

I n  r e v i e w i n g  t h e  h i s t o r i c a l  deve lopmen t  of e a c h  of t h e  

systems, i n c l u d i n g  t h e  c i v i l  s e r v i c e  s y s t e m ,  'we found t h a t  

i t  i s  o f t e n  d i f f i c u l t  t o  c l e a r l y  i d e n t i f y  any c u r r e n t  man- 

agement  o r  cornpensat ion po l ic ies  t h a t  a r e  b e i n g  s e r v e d  by 

the s y s t e m s  a s  t h e y  a re  now d e s i g n e d .  

c o u l d  f i n d  no e x p l a n a t i o n  why d i f f e r e n t  p r o v i ' s i o n s  were 

In nany cases; w e  
..I 

a d o p t e d .  I n  o t h e r s ,  w e  found t h a t  t h e  c i r c u r n s t a n c e s  which 

e x i s t e d  a t  t h e  t i m e  o f  a d o p t i o n  have  changed ,  b u t  t h a - t  t h e  
I -.. 

p r o v i s i o n s  h a v e  been  c o n t i n u e d ,  * 

D i f f e r e n t  r e t i r e m e n t  b e n e f i t s  f o r  pe r son 'ne l  i n  t h e  sep- - 
arate b r a n c h e s  of Government o r  f o r  c e r t a i n  p o s i t i o n s  w i t h i n  

a branch may well be j u s t i f i e d ,  p a r t i c u l a r l y  when s u c h  bene-  

f i t s  are  r e c o g n i z e d  a s  pa r t  of t h e  t o t a l  c o n p e n s a t i o n  paid 

to a t t r a c t  and  r e t a i n  needed  p e r s o n n e l .  We have  long main- 

t a i n e d  t h a t  bo th  F e d e r a l  pay  and b e n e f i t s ,  i n c l u d i n g  retire- 

ment ,  s h o u l d  b e  e s t a b l i s h e d  and a d j u s t e d  w i t h i n  t h e  c o n t e x t  

of t o t a l  compensa t ion  c o m p a r a b i l i t y  w i t h  t h e  non-Federa l  

sector. However , u n d e r  t h e  pay  c o m p a r a b i l i t y  processes now 

i n  e f f e c t ,  b e n e f i t  p rograms a re  exc luded .  

! 4 
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Whether  soc ia l  s e c u r i ’ k y  s h o u l d  form the b a s e  f o r  Fed- 
P 

era1 r e t i r e m e n t  b e n e f i t s  i s  o n e  o f  t h e  many mat te rs  t h a t  

. must be c o n s i d e r e d  i n  f o r m u l a t i n g  a n  o v e r a l l  p o l i c y .  One 
4 

of t h e  major i n c o n s i s t e n c i e s  among F e d e r a l  r e t i r e m e n t  

s y s t e m s  is t h a t  soc ia l  s e c u r i t y  c o v e r a g e  i s  p r o v i d e d  t o  

sone employees  g u t  d e n i e d  t o  o t h e r s .  Employees covered by 

25 of t h e  38 s y s t e m s  are  a l so  c o v e r e d  by soc ia l  s e c u r i t y .  

The c i v i l  s e r v i c e  s y s t e m  is ,  by  fa r ,  t h e  l a r g e s t  of t h e  1 3  

systems t h a t  do  n o t  allow soc ia l  s e c u r i t y  c o v e r a g e c  Two of 

t h e  c o n s e q u e n c e s  of e x c l u d i n g  p e r s o n n e l  from soc ia l  s e c u r i t y  

are t h a t  t h e y  d o  n o t  r e c e i v e  t h e  bas ic  p r o t e c t i o n  a f  f0rde.d 

b y . t h e  program and  do n o t  s h a r e %  t h e  r e s p o n s i b i l i t y  of . 

m e e t i n g  the basic n e e d s  of t h e  N a t i o n ’ s  e l d e r l y  a n d  d i s a b l e d  

p e r s o n s .  I f  a l l  Federal p e r s o n n e l  are  t o  r e c e i v e  c o n s i s t e n t  

and  equi table  b e n e f i t s ,  soc ia l  s e c u r i t y  s h o u l d  b e  p r o v i d e d  
c 

t o  all or  none. 

I n  t h i s  r e g a r d ,  w e  b e l i e v e  it would b e  a m i s t a k e  t o  lirnit 

the s o c i a l  s e c u r i t y  d e b a t e  t o  t h e  c i v i l  service system alone. 

We are  c o n v i n c e d ,  f o r . e x a m p l e ,  t h a t  t h e r e  is n o  j u s t i f i c a -  

t i o n  for t h e  m i l i t a r y  r e t i r e m e n t  system w i t h  i t s  v e r y  

g e n e r o u s  b e n e f i t s  t o  b e  a t o t a l  add-on t o  soc ia l  s e c u r i t y ,  

a s  i s  now t h e  case. W e  be l ieve  t h e  l a r g e r  i s s u e  of what 

a p p r o p r i a t e  o v e r a l l  p o l i c y  t h e  Governmen’t s h o u l d  f o l l o w  i n  

p r o v i d i n g  r e t i r e m e n t  b e n e f i t s  t o  i t s  p e r s o n n e l  s h o u l d  be 

r e s o l v e d  f i r s t  b e f o r e  a d d r e s s i n g  t h e  question of w h e t h e r  

5 
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t h e  c i v i l  s e r v i c e  and s o c i a l  s e c u r i t y  p rograms  s h o u l d  be  

i n t e g r a t e d .  A n a r r o w e r  approach  would b e  t h e  t y p e  of piece- 
< 

meal, u n c o o r d i n a t e d  development  of F e d e r a l  retirement pro- 

g rams  t h a t  h a s  c a u s e d  t h e  many i n e q u i t i e s  and i n c o n s i s t e n c i e s  - 
t h a t  e x i s t  t o d a y .  - 

I n  a d d i t i o n  t o  n o t  hav ing  a n  o v e r a l l  p o l i c y  t o  g u i d e  

t h e  deve lopmen t  of Federal r e t i r e m e n t  s y s t e n s ,  t h e r e  is a 

lack  of  c e n t r a l  f o c u s  i n  t h e  Government on  r e t i r e m e n t .  

C o n g r e s s i o n a l  committee j u r i s d  i c t  i o n s  and  r e s p o n s i b i l i t i e s  

over r e t i r e m e n t  m a t t e r s  a r e  f r agmen ted .  F o r  example, up to 

11 committees i n  t h e  House  and 1 0  commi t t ees  i n  t h e  S e n a t e  

cduld have  l e g i s l a t i v e  r e s p o n s i b i l i t i e s  for 1 2  of t h e  Fed- 

eral  sy tems .  Fu r the rmore  t h e  a d m i n i s t r a t i o n  of t h e s e  1 2  

s y s t e m s  is f r agmen ted  among 1 6  d i f f e r e n t  o r g a n i z a t i o n s .  

W e  b e l i e v e  t h a t  t h e  Congres s  s h o u l d  c o n s i d e r  c e n t r a l i z i n g  

. a  

comnittee j u r i s d i c t i o n  o v e r  r e t i r e m e n t  matters t o  b e t t e r  

a s s u r e  c o n s i s t e n t  a p p l i c a t i o n  of r e t i r e m e n t  p o l i c y .  We 

a l s o  b e l i e v e  t h a t  t h e  Congres s  s h o u l d  consider establishing 

a pe rmanen t ,  i n d e p e n d e n t  board w i t h  a u t h o r i t y  and  r e s p o n s i -  

b i l i t y  f o r  m o n i t o r i n g  t h e  deve lopmen t ,  i np rovemen t ,  a n d  

a d m i n i s t r a t i o n  of Fede ra l  r e t i r e m e n t  s y s t e n s .  U n t i l  t h e r e  

is some c e n t r a l i z e d  management f o c u s  o n  r e t i r e m e n t  mat ters ,  

i t  w i l l  be d i f f i c u l t  to a c c o m p l i s h  needed  r e f o r m s .  

. 
6 
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Perhaps t h e  m o s t  c r i t i c a l  i s s u e  i n v o l v i n g  p u b l i c  p e n s i o n  

. , plans  today- -a t  l e a s t  o n e  which h a s  r e c e i v e d  w i d e s p r e a d  pub- 

P i c i t y - - i s  f u n d i n g .  GAO h a s  r ev iewed  t h e  f u n d i n g  pract ices  

of b o t h  F e d c r e l  and S t a t e  and l o c a l  p l a n s  F i r s t  I I would 

like t o  d i s c u s s  w h a t  w e  found r e g a r d i n g  Federal retirement 

s y s t e m s .  

C o s t i n g  and f u n d i n g  procedures used by n'any F e d e r a l  sys- 

t e m s  u n d e r s t a t e  t h e  f u l l  cost  of p r o v i d i n g  r e t i r e m e n t  bene- 

f i t s .  N o  u n i f o r m  method is used  i n  d e t e r m i n i n g  t h e  l i a b i l i -  

ties a s s o c i a t e d  w i t h  t h e  s y s t e m s ,  and c o s t i n g  and  f u n d i n g  

pract ices  d i f f e r  c o n s i d e r a b l y .  
. I . L  

I n  m o s t  cases, t h e  systems' 

f u n d i n g  r e q u i r e m e n t s  are  less s t r i n g e n t  t h a n  t h o s e  imposed 

by l a w  o n  p r i v a t e  p e n s i o n  p l a n s .  Some s y s t e m s  are f i n a n c e d  

o n  a c o n t r i b u t o r y  bas i s ;  some o n  a n o n c o n t r i b u t o r y  basis;  

some p r o v i d e  f o r  f u l l y  f u n d i n g  b e n e f i t s  a s  t h e y  a c c r u e ;  some 

p r o v i d e  f o r  p a r t i a l  f u n d i n g ;  and o t h e r s  are  c o m p l e t e l y  un- 

funded . .  I n  1976 I t h r e e  major F e d e r a l  retirement systems--  

m i l i t a r y ,  c i v i l  s e r v i c e  ,' and F o r e i g n  S e r v i c e - r e p o r t e d  

unfunded l i a b i l i t i e s  i n  e x c e s s  of $273 b i l l i o n ,  and  t h e s e  

l i a b i l i t i e s  are e s t ima ted  to i n c r e a s e  t o  a t  least  $349 b i l -  

' l i o n  by 1986. 

. I f  t h e  C o n g r e s s  does n o t  r e c e i v e  r e a l i s t i c  and c o n s i s t -  

e n t  i n f o r m a t i o n  o n  t h e  cost o f  Federal  r e t i r e m e n t  programs,  

i t s  a b i l i t y  t o  make sound f i s c a l  and  l e g i s l a t i v e  dec i s ions  . 



, . . *  
,. .. I 

e. , .  

on e s t a b l i s h i n g ,  amending,  .. and f u n d i n g  r e t i r e m e n t  and agen-  

cg programs i s  i m p a i r e d .  F7hen.the f u l l  c o s t s  a r e  n o t  re- 

c o g n i z e d ,  b e n e f i t s  nay b e  adop ted  w h i c h  c o u l d  j e o p a r d i z e  

* ' the '  e v e n t u a l  a f f o r d a b i l i t y  of t h e  retirement s y s t e m s .  E4any 

would p , robably  s u g g e s t  t h a t  t h i s  h a s  a l r e a d y  happened.  Full 

r e c o g n i t i o n  of a c c r u i n g  r e t i r e m e n t  costs  is e s s e n t i a l .  not 

o n l y  i n  d e t e r m i n i n g  and a l l o c a t i n g  t h e  cos t  of Government 

o p e r a t i o n s  , b u t  also i n  d e t e r m i n i n g  t h e  p r e s e n t  and  f u t u r e  

f i n a n c i a l  c o n d i t i o n  of t h e  Un i t ed  S t a t e s - .  U n f o r t u n a t e l y ,  

t h e  C o n g r e s s  and  t h e  t a x p a y e r s  a re  n o t  b e i n g  p r o v i d e d  real-  

i s t i c  and  c o n s i s t e n t  cost  i n f o r m a t i o n .  

C i v i l  s e r v i c e  r e t i r e m e n t  costs a re  u n d e r s t a t e d  b e c a u s e  
. . a  

they a r e  c a l c u i a t e d  on  a " s t a t i c "  b a s i s ,  whereby no consid- 

e r a t i o n  i s  g i v e n  t o  t h e  e f f ec t  of f u t u r e  g e n e r a l  pay i n c r e a s e s  

and a n n u i t y  c o s t - o f - l i v i n g  a d j u s t m e n t s  o n  u l t i m a t e  b e n e f i t  

payments .  B e n e f i t s  p a y a b l e  unde r  t h e  s y s t e m  are  b a s e d  on 

employees '  a v e r a g e  a n n u a l  e a r n i n g s  d u r i n g  t h e i r  3 highest- 

paid y e a r s  a n d ,  a f t e r  retirement,  semi-annual  a n n u i t y  ad- 

j u s t m e n t s  a r e  made t o  compensa te  for i n c r e a s e s  i n  t h e  cost  

o f  l i v i n g .  Pay i n c r e a s e s  and a n n u i t y  a d j u s t m e n t s  add  s i g -  

I n i f i c a n t l y  t o  t h e  r e t i r e m e n t  s y s t e m ' s  l i a b i l i t y ,  and i g n o r -  

i n g  them in cost  c a l c u l a t i o n s  d o e s  not mean t h a t  t h e y  won ' t  

occur. 
I 

1 

The s t a t i c  cost  of b e n e f i t s  a c c r u i n g  a n n u a l l y  u n d e r  t h e  

g i v i l  s e r v i c e  s y s t e n  i s  c u r r e n t l y  es t imated t o  be 13.66 pe r -  
_I 

c e n t  of p a y ,  which  i s  a b o u t  e q u a l  t o  t h e  combined rate of . 

a 



c o n t r i b u t i o n s  b e i n g  made tg t h e  r e t i r e m e n t  fund by a g e n c i e s  

and t h e i r  employees  ( g e n e r a l l y  7 p e r c e n t  of pay e a c h ) .  

ever ,  t h e  O f f i c e  of Management and  Budget  ( O X B )  h a s  e s t i m a t e d  

t h a t  t h e  "dynamic" cost  of t h e  s y s t e m ,  i n c l u d i n g  f a c t o r s  f o r  

. 
r. 

How- 
. #  

. *  L 

pay  and a n n u i t y  c o s t - o f - l i v i n g  i n c r e a s e s ,  i s  27 .4  p e r c e n t  

of p a y . '  Based o n  t h i s  OrlB estimate,  F e d e r a l  a g e n c i e s  s h o u l d  

be c o n t r i b u t i n t j  20.4 p e r c e n t  of t h e i r  c o v e r e d  employees '  pay  

t o  t h e  fund  if t h e i r  b u d g e t s  are t o  r e f l e c t  t h e  f u l l  cost  

t o  t h e  Government of b e n e f i t s  a c c r u i n g  u n d e r  t h e  sys t em.  

The t o t a l  p a y r o l l  for e n p l o y e e s  c o v e r e d  by t h e  system 

is  e s t i m a t e d  t o  be a b o u t  $48.6 b i l l i o n  d u r i n g  f i s c a l  year 

1980. A t  20.4 p e r c e n t  of pay , ' t l he  e s t i m a t e d  c o s t  t o  t h e  

Government of benefits a c c r u i n g  d u r i n g  t h e  y e a r  w i l l  b e  

$9.9 b i l l i o n - - $ 6 . 5  b i l l i o n  more t h a n  t h e  $ 3 . 4  b i l l i o n  agen- 

cies w i l l  c o n t r i b u t e  t o  t h e  r e t i r e m e n t  f u n d .  

Because  a g e n c i e s  are  b e i n g  charged only a . p o r t i o n  of . .  

t h e  costs a c c r u i n g  t o  t h e  Government for t h e  c i v i l  s e r v i c e  

r e t i r e m e n t  s y s t e m ,  t h o s e  a g e n c i e s  whose operat ions a r e  in- 

t e n d e d  to  b e  s e l f - s u p p o r t i n g  are  a n n u a l l y  r e c e i v i n g  l a r g e  

u n r e c o g n i z e d  s u b s i d i e s .  

i n g  from $ 8 0 0 , 0 0 0  for t h e  Farm C r e d i t  A d m i n i s t r a t i o n  t o  aver 

$1 b i l l i o n  a n n u a l l y  f o r  t h e  U.S.  P o s t a l  S e r v i c e .  The under-  

s t a t e m e n t  of o p e r a t i o n a l  costs and  t h e  s u b s i d i e s  w i l l  con- 

t i n u e  u n t i l  t h e  f u l l  dynamic cost  of t h e  sys te in  is r e c o g n i z e d  

W e  have  i d e n t i f i e d  s u b s i d i e s  rang-  
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and a l loca ted  t o  those agencies a n d  i n s t r u m e n t a l i t i e s  whose 

employees  are  c o v e r e d  by  t h e ' s y s t e m .  

I n  c o n t r a s t  t o  t h e  fund ing  p o l i c i e s  of t h e  c i v i l  s e r v -  

i c e  s y s t e m ,  t h e  m i l i t a r y  r e t i r e m e n t  s y s t e m  i s  o p e r a t e d  o n  

a n o n c o n t r i b u t o r y ,  pay-as-you-go bas i s .  110 fund  is main- 

' t a i n e d  and b e n e f i t  payments  are  f i n a n c e d  by a n n u a l  a p p r o p r i -  

a t i o n s .  C o n s e q u e n t l y ,  t h e  Department  of Cefense  budget re- 

f l e c t s  t h e  c o s t  of retirement b e n e f i t s  e z r n e d  i n  p r io r  years 

but does n o t  i n c l u d e  any a c c r u a l  of r e t i r e m e n t  costs  for . 

c u r r e n t  mifi t a r y  p e r s o n n e l .  

Based on  t h e  economic a s s u m p t i o n s  f o l l m e d  by OM3 for 
. 4  

t h e  c i v i l  s e r v i c e  s y s t e m ,  t h e  Department  of Defense  has 

es t imated  t h e  dynamic cost of t h e  m i l i t a r y  s y s t e m  to  be 

37.1 p e r c e n t  of basic  pay. The proposed  1980 budget for, 

DOD i n c l u d e s  $18.1 b i l l i o n  i n  basic pay for a c t i v e  n i l i t a r y  

p e r s o n n e l .  A t  a dynamic cost  of 3 7 . 1  p e r c e n t  o f  p a y ,  the 

. cost o f  r e t i r e m e n t  b e n e f i t s  a c c r u i n g  d u r i n g  t h e  y e a r  would . 

be $6.7 b i l l i o n .  However, b e c a u s e  t h e  s y s t e m  o p e r a t e s  o n  

a pay-as-you-go b a s i s ,  none o f  t h i s  cos t  is  shown i n  DOD's 

budge t .  

O u r  recommendat ions o n  F e d e r a l  r e t i r e h e n t  s y s t e m  

* c o s t i n g  and f u n d i n g  p o l i c i e s  have  been  f a i r l y  simple and 

s t r a i g h t f o r w a r d - - t h e  Government s h o u l d  a d o p t  a c t u a r i a l  val-  

, u a t i o n  m e t h o d s  and f u n d i n g  p r o v i s i o n s  t h a t  r e f l e c t  t h e  f u l l  
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cost o f  a c c r u i n g  r e t i r e m e n t  b e n e f i t s  and  c h a r g e  t o  a g e n c y  

o p , e r a t i o n s  a l l  cos t s  not c o v e r e d  by employee c o n t r i b u t i o n s .  
. .. ': 

B e f o r e  t u r n i n g  t o  t h e  Ska te  and local s i t u a t i o n ,  I 
. *  

s h o v l d  m e n t i o n  t h a t  l a t e  l a s t  year  l e g i s l a t i o n  was e n a c t e d  

r e q u i r i n g  F e d e r a l  r e t i r e m e n t  s y s t e m s  t o  f i l e  a n n u a l  r e p o r t s  

w i t h  t h e  Consress and t h e  Comptroller General  f u l l y  disclos- 

i n g  t h e i r  f i n a n c i a l  c o n d i t i o n .  - 1/ T h i s  r e q u i r e n e n t  i s  s i m i l a r  

to t h a t  imposeh o n  p r i v a t e  p e n s i o n  p lans  by t h e  Employee Re- 

t i r e m e n t  Income S e c u r i t y  A c t  of 1974 ( E R I S A ) .  GAO and  t h e  

e x e c u t i v e  b r a n c h  a re  r e s p o n s i b l e  f o r  d e v e l o p i n g  t h e  report-. 

i n g  s t a n d a r d s  t o  be f o l l o w e d  i n  complying  with t h i s  new law. 

It is  my i n t e n t i o n  t h a t  t h e  r e p o r t s  will provide s u f f i c i e n t  

information t o  enable t h o s e  i n t e r e s t e d  to fairly a s s e s s  t h e  

p r e s e n t  and f u t u r e  a b i l i t y  of t h e  plans t o  ;neet t h e i r  bene- 

. a  

f i t  o b l i g a t i o n s .  
h 

Funding of S t a t e  and loca l  public p e n s i o n  p1an.s is  also- 

a serious problem..  The Congres s  i s  c o n s i d e r i n g  e s t a b l i s h i n g  

F e d e r a l  s t a n d a r d s  f o r  S t a t e  and  loca l  p l a n s  s i m i l a r  t o  those 

i a p o s e d  o n  pr iva te  p l a n s  by ERISA. Me recently reviewed t h e  

f u n d i n g  of 72  p e n s i o n  p l a n s  a d m i n i s t e r e d  by 8 S t a t e s  and 

26 l o c a l  gove rnmen t s ,  The p l a n s  c o v e r  a b o u t  1.4 n i l l i o n  

employees and pay  b e n e f i t s  t o  about 4 2 5 , 0 0 0  re t i rees  and ben- 

e f i c i a r i e s .  The systems had assets  v a l u e d  a t  $18.3 b i l l i o n  
! 

and unfunded l i a b i l i t i e s  of a b o u t  $29  b i l l i o n .  

- l / P u d l i c  L a w  95-595, approved  November 4, 1978.  
E u d g e t - a n d  - Account ing  Procedures Act of  1 S 5 0 .  

m e n d e d  the 
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,’ . The p u r p o s e  of o u r  r e v i e w  was t o  d e t e r m i n e  t h e  impac t  

t h a t  e s t a b l i s h i n g  F e d e r a l  €uriding s t a n d a r d s  Fould h a v e  on  
’ a  

. . S t a t e  and l oca l  g o v e r n n e n t s  and  on  t h e  F e d e r a l  Government,  

which nakes s i g n i f i c a n t  c o n t r i b u t i o n s  t o  the p l a n s  t h r o u g h  

F e d e r a l  g r a n t s .  I n  a n a l y z i n g  t h e  p o t e n t i a l  i m p a c t ,  w e  used  

f u n d i n g  c r i t e r i a  s e t  f o r t h  i n  E R I S A .  

T o t a l  a n n u a l  government  c o n t r i b u t i o n s  t o  t h e  72  p l a n s  

amounted t o  $2 .4  b i l l i o n .  However, 53 of t h e  p l a n s  were 

n o t  r e c e i v i n g  l a r g e  enough c o n t r i b u t i o n s  t o  s a t i s f y  ERISA . 

f u n d i n g  s t a n d a r d s .  I n  f a c t ,  a d o p t i n g  f u n d i n g  s t a n d a r d s  

s i m i l a r  t o  E R I S A  would require many of t h e s e  gove rnmen t s  t o  

i n c r e a s e  t h e i r  c o n t r i b u t i o n s  by more t h a n  100 p e r c e n t ,  and 

i n  2; few cases by more. t h a n  400 p e r c e n t .  W h i l e  f u n d i n g  t h e  

. a  

p l a n s  a c c o r d i n g  t o  E R I S A  s t a n d a r d s  would have  a s e r i o u s  

i n i t i a l  impact  o n  some j u r i s d i c t i o n s ,  d o i n 9  n o t h i n g  w i l l  

e v e n t u a l l y  have  a n . e v e n  more ser ious  impac t .  

Many governments  b e l i e v e  t h e y  c a n n o t  a f f o r d  a c t u a r i a l  . 

p e n s i o n  f u n d i n g .  Voter r e s i s t a n c e  c o u l d  be a n  obstacle. 

P r o p o s i t i o n  1 3  i n  C a l i f o r n i a  d r a s t i c a l l y  c u t  back o n  l i m i t e d  

t a x  s o u r c e s  f o r  p e n s i o n  f i n a n c i n g ,  ‘and  s imilar  r e s i s t a n c e  

i s  e x p e c t e d  i n  o t h e r  S t a t e s .  

A number of S t a t e  and loca l  governments  h a v e  begun t o  

t a c k l e  p e n s i o n  f u n d i n g ,  w i t h  a c t i o n s  r a n g i n g  f r o m  attempts t o  

i d e n t i f y  t h e  problem t o  a d o p t i n g  and-  i m p f e n e n t i n g  m e a s u r e s  
. 

1 
. 
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t o  s o l v e  it. O t h e r  j u r i s d i c t i o n s ,  however ,  have  t a k e n  

no  s t e p s  t o  s t a r t  gunding t h e i r  p l a n s  o n  a sound a c t u a r i a l  

. . b a s i s .  

O v e r a l l ,  reform a t  t h e  S t a t e  and l o c a l  l e v e l s  i s  moving 

slowly, and t h e  prospects fo r  s i g n i f i c a n t  improvement i n  t h e  

f o r e s e e a b l e  f u t u r e  a r e  n o t  b r i g h t .  F i h i l e  I t  m i g h t  be i n  t h e  

n a t i o n a l  i n t e r e s t  f o r  t h e  Congres s  t o  assure ,  t h r o u g h  l e g i s -  

l a t i o n ,  t h e  long- t e rm f i n a n c i a l  s t a b i l i t y  of ' these pension 

g l a n s  t h r o u g h  sound f u n d i n g  s t a n d a r d s ,  t h e  F e d e r a l  Govern- 

m e n t ' s  a u t h o r i t y  t o  r e g u l a t e  S t a t e  and l oca l  p l a n s  has n o t  

b e e n  r e s o l v e d .  

DISABILITY RETIREMENT 

D i s a b i l i t y  r e t i r e m e n t  is a n o t h e r  i s sue  GAO h a s  ad- 

d r e s s e d  in s e v e r a l  r e p o r t s .  Many Federal  employees  re t i re  

on  d i s a b i l i t y ,  and  t h e s e  r e t i r e m e n t s  h a v e  added s u b s t a n t i a l l y  

t o  t h e  r e t i r e m e n t  s y s t e m s '  costs. At t h e  end a f  1 9 7 8 ,  t h e r e  

. were a b o u t  323 ,000  d i s a b l e d  c i v i l  s e r v i c e  r e t i r e e s  c o l l e c t i n g  

a n n u i t i e s  t o t a l i n g  abou t  $2 .2  billion a n n 6 a l l y .  During t h a t  

y e a r ,  32 p e r c e n t  of a l l  new re t i rees  u n d e r  t h e  s y s t e m  r e t i r e d  

o n  d i s a b i l i t y .  

q u e s t i o n a b l e  t h a t  a l l  t h e s e  re t i rees  were i n c a p a b l e  of f u r t h e r  

Government s e r v i c e .  

Based o n  o u r  work, we b e l i e v e  i t  is  h i g h l y  

Under t h e  c i v i l  s e r v i c e  s y s t e m ,  employees  a r e  c o n s i d -  

ered t o  be l e g a l l y  d i s a b l e d  i f  t h e y  a re  z n a b l e ,  because of 

d i s e a s e  o r - i n j u r y ,  t o  pe r fo rm u s e f u l l y  and e f f i c i e n t l y  in 

13 
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t h e  p o s i t i o n s  t h e y  occupy.  A s  i n t e rp re t ed  by t h e  O f f i c e  of 

P e r s o n n e l  Management (which  i s  r e s p o n s i b l e  for a d m i n i s t e r i n g  

. . t h e t s y s t e m ' s  p r o v i s i o n s ) ,  t h i s  means t h a t  a n  employee u n a b l e  

t o  d o  o n e  e s s e n t i a l  f u n c t i o n  of h i s  j o b  i s  d i s a b l e d .  All 

d i s a b l e d  employees ,  i f  they h a v e  a t  l e a s t  5 y e a r s  of service, 

retire on f u l l  d i s a b i l i t y  b e c a u s e  no  p r o v i s i o n  e x i s t s  f o r  

p a r t i a l  d i s a b i l  i t y  a 

I f  a d i s a b l e d  employee c a n  pe r fo rm i n  o t h e r  p o s i t i o n s  

and  t h e  agency  c a n  f i n d  a p o s i t i o n  for  which t h e  employee 

is q u a l i f i e d ,  we b e l i e v e  t h e  agency  s h o u l d  have  r e a s s i g n m e n t  

a u t h o r i t y  and a c t i v e l y  seek a n  a l t e r n a t i v e  p o s i t i o n .  I n  a 

1976 report o n  d i s a b i l i t y  r e t i r e m e n t ,  w e  e s t i m a t e d  t h a t  
. a  

' 

about 15 ,000  a n n u i t a n t s  r e c e i v i n g  d i s a b i l i t y  b e n e f i t s  i n  

1975  were probably c a p a b l e  of p e r f o r m i n g  o t h e r  types of 

work a t  t h e  t i m e  of t h e i r  r e t i r e m e n t .  D i s a b i l i t y  r e t i r e m e n t  

a p p l i c a t i o n s  r e q u i r e  i n f o r m a t i o n  r e g a r d i n g  agency  e f f o r t s  

t o  r e a s s i g n  t h e  employee t o  a s u i t a b l e  p o s i t i o n .  However, 

our r e p o r t  no ted  t h a t  t h i s  i n f o r m a t i o n  was n o t  i n c l u d e d  

i n  62 p e r c e n t  o f .  t h e  cases sampled.  

C i v i l  s e r v i c e  d i s a b i l i t y  payments c o n t i n u e  u n t i l  annu- 

i t a n t s  become m e d i c a l l y  o r  e c o n o m i c a l l y  r e c o v e r e d .  

r e c o v e r y  is assumed i f ,  i n  e a c h  of 2 c o n s e c u t i v e  y e a r s t  an- 

Economic 

nuitants' e a r n i n g s  e q u a l  or exceed 80 percent of the current 

r a t e  of compensa t ion  f o r  t h e i r  last Government j o b .  This 
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income l i m i t a t i o n  p r o v i s i o n -  c a n  be m a n i p u l a t e d .  

have  e a r n e d  more t h a n  t h e  pay  f o r  t h e i r  p r ior  Governnent  

A n n u i t a n t s  
z 

jobs o v e r  a 2-year s p a n ,  r e c e i v e d  s i z e a b l e  a n n u i t y  paymen t s ,  

and  y e t  were n o t  c o n s i d e r e d  e c o n o m i c a l l y  r e c o v e r e d .  We have  
. -  I 

r e p o r t e d  examples  of a n n u i t a n t s  who e a r n e d  from $17,000 t o  

$ 4 2 , 0 0 0  more i n  2 y e a r s  t h a n  t h e i r  Governnent  job would have  

paid b u t  were c o n t i n u e d  on  t h e  d i s a b i l i t y  r o l l s  b e c a u s e  

t h e y  d i d  n o t  exceed  t h e  80 -pe rcen t  maximum i n  e a c h  of t h e  

2 y e a r s .  F o r  example, w e  found one  r e t i r e e  who was d e t e r -  

mined t o  be d i s a b l e d  fo r  a job p a y i n g  $22 ,000  a y e a r  and  

who e a r n e d  $16,777 and $47,480 i n  o ther  employment i n  2 
. a  

c o n s e c u t i v e  y e a r s .  The a n n u i t a n t  c o n t i n u e d  t o  r e c e i v e  

h i s  d i s a b i l i t y  a n n u i t y ,  b e c a u s e ,  u n d e r  t h e  l aw,  h e  vas  

not e c o n o m i c a l l y  r e c o v e r e d .  

W e  have  made c e r t a i n  recommendat ions €or c h a n g e s  t o  

t h e  d i s a b i l i t y  r e t i r e m e n t  laws. W e  recormended t h a t  t h e  

C o n g r e s s  (1) e n a c t  l e g i s l a t i o n  t h a t  would  e n c o u r a g e ,  i n -  

s t ead  of d i s c o u r a g e ,  r e t e n t i o n  of p o t e n t i a l l y  p r o d u c t i v e -  

employees  by r e q u i r i n g  a g e n c i e s  t o  a s s i g n  enployees '  t o  o ther  

jobs t h a t  t h e y  c i n  perform and ( 2 )  r e v i s e  t h e  d e f i n i t i o n  

of economic r e c o v e r y  t o  p r e c l u d e  a n n u i t a n t s  f rom e a r n i n g  

. mo'rre t h e n  t h e  c u r r e n t  pay  for t h e i r  forrcer  Government jobs 

and y e t  r e t a i n i n g  t h e i r  a n n u i t i e s .  

D i s a b i l i t y  r e f o r m  would  assist c o n s i d e r a b l y  i n  r educ -  

i n g  c i v i l  s e r v i c e  r e t i r e m e n t  cos t s  and i n  a s s u r i n g  g r e a t e r  
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e q u i t y  f o r  a l l  c o v e r e d  employees.  b7e b e l i e v e  i t  is corn- 

p l e t e l y  incongruous  f o r  t h e  Government t o  have  s u c h  a 

l ibera l  d i s a b i l i t y  r e t i r e m e n t  program on  o n e  hand and p ro -  

mote a h i r e - the -hand icapped  program o n  t h e  o t h e r .  

I n  t h i s  regard ,  w e  were p l e a s e d  t o  r e c e i v e  j u s t  l a s t  

week a p a p e r  prepared by s t a f f  a t  t h e  O f f i c e  of P e r s o n n e l  

Management o n  t h e  r e s u l t s  o f  a d i s a b i l i t y  r e t i r e m e n t  s t u d y  

it had comple ted .  

cisms and conc luded  t h a t  t h e  program n e e d s  c h a n g e s  to assure 

i t s  c o n t i n u i n g  i n t e g r i t y .  The paper c a l l e d  f o r  improved 

p o l i c i n g  of t h e  d i s a b i l i t y  r o l l ,  t i g h t e n i n g  of t h e  program's 

e a r n i n g s  l i m i t a t i o n  8 and  movement toward  r e t a i n i n g  more 

employees whc,  w h i l e  d i s a b l e d  for their c u r r e n t  job,  have 

t h e  p o t e n t i a l  t o  s u c c e e d  i n  o t h e r  a s s i g n m e n t s .  We welcome 

t h i s  i n t e r e s t  i n  d i s a b i l i t y  r e f o r m  and w i l l  c e r t a i n l y  u r g e  

The s t a f f  a g r e e d  w i t h  nany  of o u r  c r i t i -  

. 4  

t h a t  i t  b e  c o n v e r t e d  t o  a n  a c t i o n  p l a n  a s  soon a s  p o s s i b l e .  

EARLY RETIREMEN'T 

E a r l y  r e t i r e m e n t  2 s  a n o t h e r  m a j o r  issue which  GAO h a s  

s t u d i e d .  I r e c o g n i z e  t h a t  t h e  t e r n  e a r l y  retirement can 

h a v e  d i f f e r e n t  riiearlings. To some it  nay mean r e t i r i n g  a t  

a n y  a g e  b e f o r e  65,  w h i l e  t o  o the r s  i t  ~ z y  n e a n  r e t i r i n g  

before m e e t i n g  a p l a n ' s  r e q u i r e m e n t s  for normal  retiremetit. 

However, w i t h  r e s p e c t  t o  F e d e r a l  p e n s i o n  p l a n s ,  I a m  u s i n g  

t h e  term t o  r e f e r  t o  p r o v i s i o n s  which a l low c e r t a i n  pe r son-  

nel t o  r e t i r e  o n  a n  immediate  f u l l  a n n u i t y  u n d e r  alcre and/or 

3.6 
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s e r v i c e  r e q u i r e m e n t s  lower t h a n  t h o s e  a p p l i c a b l e  t o  most 

Federal  p e r s o n n e l .  We w o u l d  p r o b a b l y  a l l  a g r e e  t h a t  t h e  

. . civil s e r v i c e  s y s t e n s s  r e t i r e m e n t  a g e  o f  55 i s  very e a r l y .  

However, wha t  i s  n o t  g e n e r a l l y  r e c o g n i z e d  i s  t h a t  many 

Tederal p e r s o n n e l  c a n  r e t i r e  o n  an i n m e d i a t e  a n r , u i t y  e v e n  

e a r l i e r  t h a n  a g e  55. 

As I men t ioned  b e f o r e ,  s p e c i a l  p r o v i s i o n s  of t h e  civil 

s e r v i c e  r e t i r e m e n t  system allow F e d e r a l  law e n f o r c e m e n t  

o f f i c e r s  and f i r e f i g h t e r s  t o  r e t i r e  a t  a n  e a r l i e r  a g e ,  with , 

less s e r v i c e  and on  h i g h e r  a n n u i t i e s  t h a n  most p e r s o n n e l  

cove red  by t h e  s y s t e m .  Such p e r s o n n e l  n a y  r e t i r e  a t  age 

50 a f t e r  c o m p l e t i n g  20 y e a r s  of s e r v i c e  and  r e c e i v e  a n  
. r c  

immediate a n n u i t y  e q u a l  t o  50 p e r c e n t  of t h e i r  h igh-3  y e a r s  

a v e r a g e  s a l a r y .  I n  c o n t r a s t ,  most o t h e r  p e r s o n n e l  covered by 

t h e  s y s t e m  m u s t  be a t  least age 60 t o  r e t i r e  after 20 years  

of s e r v i c e  and  would r e c e i v e  a n  a n n u i t y  e q u a l  o n l y  t o  36.25 

percent of t h e i r  h i g h - 3  s a l a r y .  

' 

T h i s  e a r l y  r e t i r e m e n t  p o l i c y  was e n a c t e d  Fore t h a n  30 

y e a r s  ago t o  improve t h e  q u a l i t y  of F e d e r a l  l a w  e n f o r c e m e n t  

s e r v i c e  by  h e l p i n g  t o  m a i n t a i n  a young, v i g o r o u s  work force. 

The spec ia l  a n n u i t y  f o r m u l a  wa.s  n o t  i n t e n d e d  t o  reward t h e  

' employees  f o r  p e r f o r m i n g  demanding o r  h a z a r d o u s  services. 

R a t h e r ,  t h e  Congres s  was led t o  b e l i e v e  t h a t  o n l y  young 

employees  c o u l d  e f f e c t i v e l y  p e r f o r m  these jobs and  t h e  more 
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generous.  a n n u i t i e s  were needed t o  make e a r l i e r  r e t i r e m e n t  

e c o n o m i c a l l y  f e a s i b l e .  

W e  e v a l u a t e d  t h e  p o l i c y  i n  terms of  i t s  r e a s o n a b l e n e s s ,  

e f f e c t i v e n e s s ,  and costs ,  and  conc luded  t h a t  t h e  need  f o r  

c o n t i n u i n g  it i s  q u e s t i o n a b l e .  There  were s e v e r a l  r e a s o n s  

fo r  +.his  c o n c l u s i o n ,  b u t  perhaps t h e  p r i m a r y  one was t h e  

f a c t  t h a t  employees  c o v e r e d  by t h e  s p e c i a l  p o l i c y  are n o t  

r e t i r i n g  much e a r l i e r  t h a n  t h o s e  who a r e  n o t ' c o v e r e d  by 

it and t h e  costs  o f  c o v e r e d  employee ' s  b e n e f i t s  i s  consid-  

e r a b l y  g r e a t e r .  

We found t h a t  over t h e  p o l i c y s s  30-year h i s t o r y ,  the 
. *  

a v e r a g e  r e t i r e m e n t  age o f  cove red  employees  has r a n g e d  from 

o n l y  1 to  3 y e a r s  below t h a t  of employees  r e t i r i n g  u n d e r  

r e g u l a r  civil s e r v i c e  o.p t i o n  a 1 r e t i r emen t  p r o v i s i o n s  - TO 

a c h i e v e  t h i s  1-to-3 y e a r  r e d u c t i o n ,  t h e  Government p a y s  

h e a v i l y .  Based on  a c t u a r i a l  e s t i m a t e s ,  t h e  a n n u a l  cost 

for t h e  e a r l y  r e t i r e m e n t  b e n e f i t s  i s  6 1  p e r c e n t  mure t h a n  

what t h e  c o s t  w o u l d  be t o  p r o v i d e  t h e  same employees  w i t h  

regular b e n e f i t s .  

M a i n t a i n i n g  a t r a i n e d ,  a l e r t ,  and v i g o r o u s  work f o r c e  

i s  d i f f i c u l t ,  b u t  t h i s  problem ex is t s  t o  v a r y i n g  degrees i n  

most F e d e r a l  o c c u p a t i o n s .  Problems s u c h  a s  t h i s  n o r m a l l y  

a r e ,  and  s h o u l d  b e ,  r e s o l v e d  by  u s i n g  a v a i l a b l e  p e r s o n n e l  

management t e c h n i q u e s  a n d ,  i f  needed fo r  r e c r u i t m e n t  and  
' .  
I r e t e n t i o n  p u r p o s e s ,  s p e c i a l  r a t e s  of pay. Einpfoyees who 

. .  
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cGnnot p e r f o r m  s a t i s f a c t o r i l y  b e f o r e  t h e  r e g u l a r  r e t i r e m e n t  

a g e  s h o u l d  be r e a s s i g n e d  t o  l e s s  demanding d u t i e s  o r ,  a s  a 

, las, t  resor t ,  r e t i r e d  on d i s a b i l i t y  o r  w o r k e r s '  compensa t ion .  

Ano the r  F e d e r a l  s y s t e m  which p r o v i d e s  e a r l y  retirement 

b e n e f i t s  i s  t h e  m i l i t a r y  sys t em.  A c t i v e  n i l i t a r y  members 

nay r e t i r e  a t  a n y  a g e  a f t e r  20 y e a r s  o f  m i l i t a r y  s e r v i c e  and 

r e c e i v e  a p e n s i o n  equal  t o  50 p e r c e n t  of t h e i r  f i n a l  b a s i c  

pay.  These  b e n e f i t s  d o n ' t  cost  t h e m  a n y t h i n g ,  and  t h e y  

also have  social  s e c u r i t y  a s  a n  add-on. 

Accord ing  t o  t h e  Department  o f  E e f e n s e ,  t h e  o b j e c t i v e s  

of 20-year r e t i r e m e n t  a r e  t o  (1) ass i s t  i n  a t t r a c t i n g  and 
. 4  

. r e t a i n i n g  q u a l i f i e d  members, ( 2 )  p r o v i d e  a s o c i a l l y  accept- 

able method o f  remcving some members who n u s t  be s e p a r a t e d  

t o  m a i n t a i n  a young and  v i g o r o u s  f o r c e ,  a n d  ( 3 )  p r o v i d e ,  

a f t e r  many y e a r s  o f  f a i t h f u l  s e r v i c e ,  some d e g r e e  o f  f i n a n -  

c i a l  s e c u r i t y .  

S i n c e  t h e s e  o b j e c t i v e s  would seem t o  be a p p r o p r i a t e . f o r  

any  r e t i r e m e n t  system, v7e q u e s t i o n e d  w h e t h e r  20-year  re t i re -  

ment  is j u s t i f i e d  t o  a c h i e v e  t h e  o b j e c t i v e s  f o r  n i l i t a r y  

p e r s o n n e l  when s i m i l a r  e a r l y  r e t i r e m e n t  b e n e f i t s  a re  n o t  

p r o v i d e d  t o  F e d e r a l  c i v i l i a n  employees .  

Much of t h e  d e b a t e  c e n t e r i n g  a round  e a r l y  r e t i r e m e n t  

i n  t h e  n i l j . t a r y  c o n c e r n s  p e r c e p t i o n s  a b o u t  t h e  r i g o r s  o f  

m i l i t a r y  l i f e ,  t i m e  s p e n t  o v e r s e a s ,  and c o n b a t  r e a d i n e s s .  

DOD v iews  y o u t h  and v ' igor  a s  a un j .ve r sa1  r e q u i r e m e n t  f o r  
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all members r e g a r d l e s s  of o c c u p a t i o n a l  s p e c i a l t y  o r  t y p e  of 

a s s i g n m e n t .  However, DOD h a s  n o t  been  a b l e  t o  e x p l a i n  what  . 

. . it means by a "young and vigorous' '  force.  Also, it does 

n o t ' k n o w  how o l d  s e r v i c e  members a r e  when t h e y  a r e  no  l o n g e r  ' 

young and v i g o r o u s  or what  o c c u p a t i o n s  r e q u i r e  y o u t h  ar,d 

v i g o r .  
1 

Combat - re la ted  j obs  may r e q u i r e  younger  p e r s o n n e l  t h a n  

o t h e r  F e d e r a l  o c c u p a t i o n s .  I n  noncombat jobs however ,  t h e  

m a t u r i t y ,  e x p e r i e n c e p  and j u d g m e n t . g a i n e 2  t h r o u g h  l o n g e r  

s e r v i c e  a r e  more v a l u a b l e  t h a n  p h y s i c a l  s t a n i n a  and a g i l i t y .  

We examined t h e  career e x p e r i e n c e s  o f  800 m i l i t a r y  p e r s o n n e l  

who r e t i r e d  i n  1975 t o  d e t e r m i n e  where t h e  s e r v i c e s  were u s i n g  

their career p e r s o n n e l .  

. 4  

We found t h a t  f a r  more t i m e  was d e v o t e d  by career per- 
I 
i 
. .  s o n n e l  t o  s u p p o r t - t y p e  a c t i v i t i e s  , s u c h  a s  a d m i n i s t r a t i o n  

and communicat ion,  t h a n  t o  c o m b a t - r e l a t e d  a c t i v i t i e s ,  s u c h  

? I a s  t a c t i c a l  and  i n f a n t r y  o p e r a t i o n s .  A f u l l  9 2  p e r c e n t  
i 

of a l l  t h e  e n l i s t e d  p e r s o n n e l  c a r e e r  tine and 6 7  p e r c e n t  

of t h e  o f f i c e r s '  career 'months were s p e n t  on  s u p p o r t - t y p e  

a c t i v i t i e s .  

1 

I n  k e e p i n g  w i t h  i t s  c o n t e n t i o n  t h a t  a young and v i g o r -  

' o u s  f o r c e  i s  needed i n  a l l  m i l i t a r y  o c c u p a t i o n s ,  DOD employs 

a h i g h l y  c o m p e t i t i v e  and r e s t r i c t i v e  p r o n o t i o n  s y s t e m  t h a t  

precludes many members from s e r v i n g  f u l l  ca reers  i n  excess 

of 20 y e a r s .  Under t h i s  "up-or-out"  s y s t e m ,  DOD r e t a i n s  t h e  

20 

. 



. .  
-.* . 

r i g h t  t o  deny r e e n l i s t m e n t s  t o  e n l i s t e d  p e r s o n n e l  and t o  man- 

d a t o r i l y  re t i re  o f f i c e r s  i f  t h e y  f a i l  twice t o  be s e l e c t e d  

' f o r ' p r o m o t i o n .  

E l i m i n a t i o n  of 20-year r e t i r e m e n t  f o r  e l l  p e r s o n n e l  

would e i t h e r  r e q u i r e  c h a n g e s  t o  t h e  up-or-oct  system o r  adop- 

t i o n  of r e t i r e m e n t  p r o v i s i o n s  s i m i l a r  t o  those  found i n  most 

c i v i l i a n  r e t i r e m e n t  s y s t e m s  for  t h e  e a r l y  r e t i r e p L e n t  of per- 

s o n n e l  i n v o l u n t a r i l y  s e p a r a t e d  b e f o r e  n o r z a l  re t i rement  

e l  ig ib il i ty . 
~n our o p i n i o n ,  c o n t i n u a t i o n  of 20-year r e t i r e m e n t  f o r  

all m i l i t a r y  p e r s o n n e l  i s  n o t  j u s t i f i e d .  3 h l i t a r y  o f f i c e r s  

r e t i r e  a t  a n  a v e r a g e  a g e  of 4 6  w i t h  2 4  y e a r s  of service 
. 4  

and e n l i s t e d  pe r sonne l '  r e t i r e  a t  a n  a v e r e o e  age of 41 with 

2 1  y e a r s  of s e r v i c e .  I n  a d d i t i o n  t o  t h e  retirenents of . 
able p e r s o n n e l  t h a t  r e s u l t  from t h e  up-or-out p o l i c y ,  other  

members o b v i o u s l y  'are r e t i r i n g  v o l u n t a r i l y  upon r e a c h i n g  

r e t i r e m e n t  e l i 9 i b i l i t y .  The a b i l i t y  t o  r e c e i v e  r e t i r e m e n t  
- .  b e n e f i t s  a t  a r e l a t i v e l y  e a r l y  age  and Se9-n  2 second c a r e e r  

i n  o t h e r  employment i s ,  u n d e r s t a n d a b l y ,  t oo  p o w e r f u l  a n  i n -  

c e n t i v e  t o  resist. 

T h e r e  i s  o n e  o t h e r  e a r l y  r e t i r e m e n t  p o l i c y  I w o u l d  l i k e  

t o  d i s c u s s .  T h i s  i s  a p r o v i s i o n  which allows e a r l y  re t i re-  

ment  f o r  c i v i l i a n  employees who a r e  i n v o l g n t z r i l y  s e p a r a t e d  

from s e r v i c e .  Under t h e  c i v i l  s e r v i c e  systen,  any  employees  

who a r e  i n v o l u n t a r i l y  s e p a r a t e d ,  t h r o u g h  no  f a u l t  of t h e i r  
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own, a r e  e n t i t l e d  t o  a n  immedia te  p e n s i o n  i f  t h e y  a r e  a t  

l e a s t  a g e  50 a n d  have  20  y e a r s  of  s e r v i c e  o r ,  r e g a r d l e s s  

. * of 'age,  h a v e  cornple ted  25 y e a r s  of s e r v i c e .  

I n  1 9 7 3 ,  a law w a s  e n a c t e d  which  s i g n i f i c a n t l y  changed  

t h i s  e a r l y  r e t i r e m e n t  p o l i c y .  The l a w  a u t h o r i z e d  v o l u n t a r y  

early retirements f o r  employees of agencies undergoing major 

r e d u c t i o n s  i n  t h e i r  wclrkforce.  T h i s  n e a n t  t h a t  employees 

of a n  a g e n c y  m e e t i n g  t h e  a g e  and  s e r v i c e  r e q u i r e m e n t s  f o r  

i n v o l u n t a r y  r e t i r e m e n t  c o u l d  v o l u n t a r i l y  r e t i r e  e v e n  i f  

t h e y  were n o t e a f f e c t e d  b y  t h e  a s e n c y ' s  \(:crkforce r e d u c t i o n .  

The basic p u r p o s e  of t h i s  change- ws,s t o  r e d u c e  i n v o l u n t a r y  

s e p a r a t i o n s  of y o u n g e r  w o r k e r s  who m i g h t  o t h e r w i s e  be  d i r n i s s e d  

d u r i n g  t h e  r e d u c t i o n  of  a n  a g e n c y ' s  w o r k f o r c e  and w h o  would 

n o t  be e l i g i b l e  for immedia t e  r e t i r e m e n t  b e n e f i t s .  

R e g u l a t i o n s  imp lemen t ing  t h i s  law p r o v i d e d  t h a t  v o l u n -  

t a r y  e a r l y  r e t i r e m e n t s  would b e  a u t h o r i z e d  when a t  l e a s t  

5 p e r c e n t  of t h e  e m p l o y e e s  of a n  a g e n c y  u n d e r g o i n g  a r e d u c -  

t i o n  i n  w o r k f o r c e  were t o  be  i n v o l u n t a r i l y '  s e p a r a t e d .  

. . 

The C i v i l  S e r v i c e  Reform A c t  of 1 9 7 8  expanded t h i s  vol- 

u n t a r y  e a r l y  r e t i r e m e n t  p o l i c y  by also a l l o w i n g  s u c h  re t i re -  

m e n t s  for employees  o f  a g e n c i e s  u n d e r g o i n g  na jo r  r e o r g a n i z a -  

t i o n s  o r  t r a n s f e r s  of f u n c t i o n .  A s  a c o n s e q u e n c e  of t h i s  

c h a n g e  a u t h o r i z a t i o n s  f o r  e a r l y  retirements h a v e  ir,creased 

s i g n i f i c a n t l y .  I n  1977 and  1978 combined ,  a p p r o v a l  was 

g i v e n  to '48 a g e n c y  r e q u e s t s  f o r  e a r l y  r e t i r e m e n t  a u t h o r i t y  
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u n d e r  t h e  1973  l a w .  I n  c o n t r a s t ,  d u r i n g  t h e  f i r s t  7 mon ths  

of t h i s  y e a r  t h e r e  h a v e  b e e n ,  45  e a r l y  r e t i r e m e n t  a u t h o r i z a -  

t i o n s  g r a n t e d  u n d e r  t h e  p o l i c y  a s  expanded  by t h e  Reform A c t .  

At t h e  e n d  o f  1 9 7 8 ,  o v e r  1 2 2 , 0 0 0  r e t i r e e s ,  o r  a b o u t  

' I  

11 p e r c e n t  of a l l  c i v i l  s e r v i c e  re t i rees  o n  t h e  ro l e s ,  re- 

t i r e d  u n d e r  t h e  s y s t e m ' s  e a r l y  v o l u n t a r y  cr i n v o l u n t a r y  p r o v i -  

s i o n s .  An est ' inate of how many e a r l y  r e t i r e e s  t h e r e  w i l l  

be i n  1979 i s  n o t  y e t  a v a i l a b l e ,  b u t  t h e  i n c r e a s e  i n  e a r l y  

r e t i r e m e n t  a u t h o r i z a t i o n s  would i n d i c a t e  t h e  number may be . 

s u b s  t a n  t i a 1 .. 
We r e c e n t l y  began  a review o f  t h e s e  e a r l y  r e t i r e m e n t  - 

p r o v i s i o n s .  W h i l e  o u r  work i s  f a r  from b e i n g  completed, 

i n f o r m a t i o n  d e v e l o p e d  t o  d a t e  h a s  r a i s e d  serious q u e s t i o n s  

i n  o u r  m i n d s  c o n c e r n i n g  b o t h  t h e  j u s t i f i c z t i o n  f o r  a n d  man- 

a g e m e n t ' s  u s e  o f  the p r o v i s i o n s ,  p a r t i c u l a r l y  a s  r e v i s e d  by 

t h e  C i v i l  S e r v i c e  Reform A c t .  

PENSION I1IDEXINZ 

F i n a l l y ,  I would l i k e  t o  d i s c u s s  p e n s i o n  i n d e x i r , g .  Con- 

s iderable  a t t e n t i o n  h a s  b e e n  g i v e n  i n  t h e  C o n g r e s s  a n d  else- 

where  t o  t h e  a n n u i t y  c o s t - o f - l i v i n g  a d j u s t r e n t  p r o v i s i o n s  of 

F e d e r a l  r e t i r e m e n t  s y s t e m s  and  we h a v e  i s s u e d  s e v e r a l  reports 

'on t h e  s u b j e c t .  

F e d e r a l  re t i rees  a r e  t h e  o n l y  g r o u p s  which w e  a r e  aware 

o f  who r e c e i v e  u n l i m i t e d  c o s t - o f - l i v i n g  a d j u s t m e n t s  a u t o m a t -  

i c a l l y  twice a y e a r .  We have  r e c o n n e n d e 2  t h a t ,  a s  a m i n i m u m ,  
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a v n u i t y  a d j u s t m e n t s  s h o u l d  b e  g r a n t e d  o n c e  a y e a r .  We h a v e  

a l so  r e p o r t e d  o n  a p r o b l e m  i n  t h e  l a w  t h a t  perv.i?its new re- 

. t ir ,ees t o  b e n e f i t  f rom c o s t - o f - l i v i n q  i n c r e z s z s  wh ich  occur 

w h i l e  t h e y  a re  s t i l l  employed .  

By 1 & w ,  c o s t - o f - l i v i n g  a d j u s t m e n t s  a r e  a p p l i c a b l e  t o  

a l l  a n n i x i t a n t s  o n  t h e  r o l l  o n  t h e  e f f e c t i v z  <ate of  t h e  i n -  

crease. Because  of t h i s ,  many employees  r.;auld r e t i r e  j u s t  

b e f o r e  a n  a d j u s t m e n t  was d u e .  To a v o i d  a r a s h  of  r e t i r e m e n t s  

a t  o n e  t i m e ,  t h e  law was amended i n  1973 t o  G u a r a n t e e  t h a t  

r e t i r i n g  e m p l o y e e s  would r e c e i v e  a n  a n n u i t y  E t  l e a s t  e q u a l  

t o  t h e  a n n u i t y  t h e y  c o u l d  h a v e  e a r n e d  i f  t h e y  h a d  r e t i r e d  

at t h e  t i n e  o f  t h e  p r e c e d i n g  c o s t - o f - l i v i n g  a d j u s t m e n t .  
. e  

A l t h o u g h  t h e  amendment, h a s  r e d u c e d  t h e  n u c S e r  of r e t i r e n e n t s  

o c c u r r i n g  b e f o r e  a s c h e d u l e d  a n n u i t y  i n c r e a s e ,  i t  allows e m -  

p l o y e e s  who re t i re  i m m e d i a t e l y  b e f o r e  a c o s t - o f - l i v i n g  i n -  

crease t o  r e c e i v e  t h a t  i n c r e a s e  and  t o  h a v e  t h e  p r e c e d i n g  

c o s t - o f - l i v i n g  i n c r e a s e  c o n s i d e r e d  i n  t h e i r  b a s i c  a n n u i t y  

c a l c u l a t i o n .  Such  i n c r e a s e s  e s c a l a t e  t h e  ' z l r e a d y  h i g h  costs 

of F e d e r a l  r e t i r e m e n t  bl7 i n f l a t i n g  t h e  b a s i c  a n n u i t y  upon  

which  s u c c e e d i n g  a d j u s t m e n t s  a re  a p p l i e d  and can e n c o u r a g e  

v a l u a b l e ,  e x p e r i e n c e d  employees  t o  r e t i r e .  

W e  e s t i m a t e d  t h a t  a c h a n g e  i n  t h e  l a w  t o  p r o v i d e  t h a t  

new re t i rees '  a d j u s t E e n t s  be p r o r a t e d  t o  i n c l u d e  only t h e  

c o s t - o f - l i v i n g  i n c r e a s e s  t h a t  o c c u r  a f t e r  r e t i r e r n e n t  would 



s a v e  o v e r  $800 m i l l i o n  i n  a n n u i t y  p a y m e n t s  ove r  t h e  r e m a i n i n g  

l i f e s p a n s  of c i v i l  s e r v i c e  e m p l o y e e s  r e t i r i 7 . g  i n  1978 a l o n e .  

I f  t h e  c h a n g e s  we have recommended a r e  a d o p t e d ,  F e d e r a l  

c o s t - o f - l i v i n g  a d j u s t m e n t  processes would still be more 

g e n e r o u s  t h a n  t h o s e  of non-Fede ra l  p c n s i o r ,  F l a n s ,  b u t  more 

c o n s i s t e n t  w i t h  t h o s e  p r o v i d e d  b y  t h e  s o c i a l  s e c u r i t y  pro- 

gram. 

A d j u s t i n g  p e n s i o n s  to k e e p  pace w i t h  i n f l a t i o n  c a n  be 

a v e r y  e x p e n s i v e  p r o p o s i t i o n ,  a s  t h e  G o v e r n n e n t  h a s  l e a r n e d  

from e x p e r i e n c e  w i t h  i t s  own r e t i r e m e n t  prosrams. W h i l e  

most p e n s i o n  p l a n s  do n o t  p r o v i d e  automatic a d j u s t m e n t s ,  
. 4  

t h e  pressure f o r  s u c h  p r o v i s i o n s ,  a l o n g  w i t h  t h e  r a t e  of 

i n f l a t i o n ,  h a s  grown c o n s i d e r a b l y  i n  recerit y e a r s .  

I u n d e r s t a n d  t h a t ,  i n  c u r r e n t  c o n t r a c t  t a l k s ,  a top 

p r i o r i t y  of t h e  U n i t e d  A u t o  Workers  u n i o n  i s  t o  o b t a i n  i n -  

f l a t i o n  p r o t e c t i o n  €or i t s  2 0 0 , 0 0 0  r e t i r e d  nesbers. W h i l e  . 
a 1971  Supreme C o u r t  d e c i s i o n  r u l e d  t h a t  i t  i s  n o t  manda- 

t o r y  f o r  management t o  b a r g a i n  over r e t i r e e s  p e n s i o n s ,  l e g -  

i s l a t i o n  h a s  b e e n  i n t r o d u c e d  which  would requi re  t h e  s u b j e c t  

be a l l o w e d  o n  th;! b a r g a i n i n g  t a b l e .  The  Chai rman of t h e  

House s u b c o m m i t t e e  h o l d i n g  h e a r i n g s  o n  t h e  b i l l  h a s  s a i d  

t h a t  t h e  C o n g r e s s  h a s  r e c e i v e d  more ma i l  o n  t h e  i s s u e  t h a n  

a n y  o ther  t h i s  year .  

The erosion of  t h e  p u r c h a s i n g  power of r e t i r e n e n t  b e n e f i t s  

i s  c e r t a i n l y  a s e r i o u s  i s s u e .  I n  a d d r e s s i n g  t h e  i . s s u e ,  t h e r e  

25 
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a y e  a t  l e a s t  t h r e e  bas ic  q u e s  

c o n s i d e r e d .  T h e s e  a r e  (I) t o  

. b e q e f i t s  be p r o t e c t e d  a g a i n s t  

i o n s  wh ich  I t h i n k  n e e d  t o  be 

w h a t  e x t e n t  s h o u l d  r e t i r e m e n t  

i n f l a t i o n ,  ( 2 1  who s h o u l d  pay 

f o r ' t h e  cos t  o f  t h e  p r o t e c t i o n ,  a n d  ( 3 )  w h a t  b a s i s  s h o u l d  

be  used  t o  d e t e r m i n e  when b e n e f i t  a d j u s t m e n t s  a r e  n e e d e d .  

L e t  me b r i e f l y  comment o n  e a c h  of t h e s e .  

I n  e s t a b l i s h i n g  t h e  o b j e c t i v e  of a p o l i c y  t o  protect  

r e t  i r emen  t b e n e f i t s  a g a i n s t  i n f l a t i o n ,  c o n s  i d e r a t i o n  s h o u l d  

be g i v e n  t o  t h e  e x t e n t  t o  which  t h e  v a l u e  of b e n e f i t s  s h o u l d  

be m a i n t a i n e d .  T h i s  i n v o l v e s ,  among o thers ,  a q u e s t i o n  of 

e q u i t y .  Shou ld  t h e  p u r c h a s i n g  power of p e n s i o n s  t o  former 

e m p l o y e e s  be f u l l y  g u a r a n t e e d  a g a i n s t  i n f l a t i o n ,  when,  a t  

t h e  same t i m e ,  t h e  incomes  of c u r r e n t  e m p l o y e e s  a re  n o t  

s i m i l a r l y  protected? S h o u l d  we a t t empt  t o  completely iso- 

l a t e  r e t i r ees  from t h e  b u r d e n  of i n f l a t i o n ?  

. a  

As I m e n t i o n e d  e a r l i e r ,  p r o t e c t i n g  retirement b e n e f i t s  

a g a i n s t  i n f l a t i o n  c a n  be v e r y  e x p e n s i v e .  I n  a d o p t i n g  a pol- 

i c y  t o  provide  s u c h  p r o t e c t i o n ,  c o n s i d e r a t i o n  m u s t  a l s o  be 

g i v e n  t o  who s h o u l d  b e a r  t h e  costs i n v o l v e d ,  S h o u l d  employ- 

e r s  assume t h e  f u l l  e x p e n s e  and  pas s  i t  o n  t o  c o n s u m e r s l  o r  

shou ld  e m p l o y e e s  s h a r e  t h e  cos t ,  a n d  i f  s o ,  t o  w h a t  e x t e n t ?  

. I f  employees w a n t  t h e  v a l u e  of t h e i r  p e n s i o n s  m a i n t a i n e d  

d u r i n g  r e t i r e m e n t ,  s h o u l d  t h e y  b e  r e q u i r e d  t o  sacrifice a 

p o r t i o n  of t h e i r  c u r r e n t  income t o  pay  f o r  s u c h  p r o t e c t i o n ?  

. 
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Of course t h e s e  q u e s t i o n s  c a n  a p p l y  t o  r e t i r e n e n t  b e n e f i t s  

i n  g e n e r a l ,  b u t  t h e y  become more a n d  more s i g n i f i c a n t  a s  

I . t h e ,  cos t  o f  b e n e f i t s  i n c r e a s e .  

I f  t h e  p u r c h a s i n g  v a l u e  of  p e n s i o n  b e n e f i t s  i s  t o  b e  

m a i n t a i n e d ,  a n  a p p r o p r i a t e  i n d e x  will b e  ne2ded  t o  m e a s u r e  

c h a n g e s  i n  t h e  v a l u e  o f  benefits. Whi le  t h e  Consuner  P r i c e  

I n d e x  ( C F ' I )  i s  cornmonly a c c e p t e d  a s  a measurement  of t h e  

cost  of l i v i n g ,  I a m  n o t  s u r e  i t  i s  a n  a p p r s p r i z t e  i n d e x  

t o  u s e  f o r  a d j u s t i n g  t h e  p u r c h a s i n g  power o f  p e n s i o n  bene- 

fits. The CPI n e a s u r e s  t h e  a v e r a g e  m o n t h l y  c h a n g e  i n  t h e  

cost of a f i x e d  " m a r k e t  b a s k e t "  of g o o d s  and  services  pur- 

c h a s e d  b y  u r b a n  wage e a r n e r s  a n d  c l e r i c a l  workers a n d  t h e i r  
4 

f a m i l i e s .  As such, i t  d o e s  n o t  n e c e s s a r i l y  r e f l e c t  t h e  

m a r k e t  b a s k e t s  of re t i rees .  F u r t h e r m o r e ,  s o n e  of t h e .  major 

i t ens  i n  t h e  C P I  m a r k e t  b a s k e t . a r e  i tems r;l.ost people buy 

v e r y  i n f r e q u e n t l y .  F o r  example, homes. A s  t'he p r ice  of 

homes a n d  m o r t g a g e  i n t e r e s t  r a t e s  r i s e  so  coes t h e  o v e r a l l  

i n d e x .  B u t  how n a y  re t i rees  a r e  i n  t h e  hozsing c a r k e t ?  I t  

nay b e  n e c e s s a r y  and  appropr ia te  t o  d e v e l o p  a s p e c i a l  i n d e x  

fo r  a d j u s t i n g  r e t i r e m e n t  b e n e f i t s .  

cow c LU s I ON s 

I n  c o n c l u d i n g r  I would l i k e  t o  s a y  t h a t  r e s o l v i n g  the 

many i s s u e s  f a c i n g  p u b l i c  p e n s i o n  p l a n s  will take a g r e a t  

d e a l  of time and  e n e r g y .  B u t  t h e  effort will be a small 

price t o  pay i n  c o m p a r i s o n  t o  t h e  cos t  of cioing n o t h i n g .  
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I , . t h i n k  t h a t  t h i s  synpos inm and t h o s e  who h a v e  c h o s e n  t o  

p a r t i c i p a t e  i n  i t  is  e v i d e n c e  of t h e  importance of t h e  

. i sques  i n v o l v e d .  

Even t h o u g h  t h e  most needed  b a s i c  r e f o r n  is t h e  es- 

t a b l i s h m e n t  of a F e d e r a l  r e t i r e m e n t  p o l i c y ,  t h e r e  i s  n o  

n e e d  t o  wai t  f o r  t h i s  p o l i c y  t o  c o r r e c t  s z n y  of t h e  prob- 

lems I h a v e  d i s c u s s e d .  Needed c h a n g e s  s u c h  a s  r e v i s i o n s  

i n  fund i i lg  p r a c t i c e s ,  d i s a b i l i t y  r e f o r m ,  e l ! : i ? i n a t i o n  of 

o v e r l y  l i b e r a l  a n n u i t y  a d j u s t m e n t  p r o v i s i o n s ,  and  c u t t i n g  

back o n  e a r l y  r e t i r e m e n t s  s h o u l d  be a c c o m p l i s h e d  now. I 

would welcome y o u r  s u p p o r t  i n  h e l p i n g  u s  t o  c o n v i n c e  the 

C o n g r e s s  t o  move o n  t h e s e  v e r y  important  issues. 
4 

Thank v e r y  rnsch 
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ASPEN I"T1I"UTE'S "WORKSHOP ON PUBLIC EMPLOYEE PEXSIONS" 

n e  f o l l w i n g  s t a t emen t  w a s  made-bythe moderator  upon t h e  conclus ion  of 
t he  pens ion  syrnposium at k'ye P l a n t a t i o n  {Aspen E a s t )  on September 26.  

The Aspen I n s t i t u t e ' s  taskforce on F inanc ing  t h e  F u t u r e  h a s  convened 

a group t o  c o n s i d e r  " the q u i e t  crisis of p u b l i c  pensions" which h a s  been 

meet ing  a t . A s p e n  Insitute a t  Wye P l a n t a t i o n  f o r  t h e  l a s t  t h r e e  days.  
4 

There w a s  g e n e r a l  recognition t h a t  p u b l i c  pens ion  p o l i c y  ( t h a t  is, pens ion  

p l a n s  provided  for F e d e r a l ,  S t a t e  and l o c a l  government enployees) c o n s f i t u e s  

a cr i t ical  problem conf ron t ing  government. To i g n o r e  t h i s  q u i e t  bu t  growing 

crisis w i l l  r e p r e s e n t  a major bankruptcy  of governance in America. 

The impact of t h e  crisis can be measured i n  t h r e e  ways: 

-The f i n a n c i a l  burden  f o r  o u r  c h i l d r e n  and ou r  children's 

c h i l d r e n  of p u b l i c  pens ion  p l a n s  nany of which are grossly 

underfunded. (By 1986, i t  i s  es t ima ted ,  unfunded l i a b i l i t i e s  

-of f e d e r a l  p l a n s  a l o n e  will amount to more t h a n  349 b i l l i o n  

dol lars .  Other estimates of c o s t s  t o  f u t u r e  g e n e r a t i o n s  

i n c l u d i n g  inflation p r o j e c t i o n s  and s t a t e  

funded l i a b i l i t i e s  r ange  up t o  a t r i l l i o n  

could raise s u b s t a n t i a l l y  t h a t  portion or' 

and l o c a l  p l a n s '  un- 

d o l l a r s . )  This c o s t  

p a y r o l l s  required t o  

service pens ion  i n d e b t e d n e s s  and b e n e f i t s .  The g r o s s  d i s p a r i t i e s  

among t h e  m u l t i p l e  r e t i r e m e n t  plans-38 s e p a r a t e  p l a n s  €or 

Fede ra l  pe r sonne l  a l o n e  and about  s i x  thousand more f o r  state 

and l o c a l  government employees.  The even g r e a t e r  d i s p a r i t i e s  

between p u b l i c  and p r i v a t e  pens ion  plans-especially those p u b l i c  

p l a n s  which a r e  Indexed  t o  t h e  c o s t  of l iving-which c3n become 

d i v i s i v e  f o r c e  i n  o u r  s o c i e t y  a n d  c o n t r i b u t e  t o  mounting 

soc ia l  u n r e s t .  



Statement of Pub l i c  Pensions 
September 26, 1979 
Page 2 1. . '  

- The w i n d f a l l s  and s h o r t f a l l s  of p u b l i c  pension p l ans  r ep resen t  

a d i r e c t  cha l l enge  t o  government s i n c e  they involve  government 

employees. 

makers of government because t h e  b e n e f i t s  are pa id  t o  them and. 

the i r  s t a f f s .  

It is a cha l lenge  t o  t h e  o b j e c t i v i t y  of t h e  policy 

Unless p o s i t i v e  s t e p s  are taken t o  r e so lve  the shortcomirgs of p u b l i c  

emphyee pension p o l i c y ,  t h e  s i t u a t h n  could even tua l ly  provoke ou t r age  among t h e  

c i t i z e n r y ,  damaging the c r e d i b i l i t y  of government and i t s  l e a d e r s .  

I n  a l l  ou r  c o n s i d e r a t i o n s ,  t h e r e  are s e v e r a l  e lements  of concern 

which mus t  be kep t  i n  focus  simultaneously; 

--adequate l e v e l  of b e n e f i t s  f o r  retirees 

- prudent  use  of tax d o l l a r s  f o r  p u b l i c  pension f inanc ing  

- - ac tua r i a l  soundness of pub l i c  pension p l a n s  

- - fu l l  p u b l i c  awareness of f u t u r e  cos t s  

W e  have i d e n t i f i e d ,  a s  majcr  ccmponents of p u b l i c  employee pension reform, 

t h e  need t o  e s t a b l i s h  t h e  fol lowing;  

-A b a s i c  po l i cy  f o r  a l l  pub l i c  pension systems--one which tecogniz 

t h e  paramount va lues  a t  s t ake .  

--Equity i n  t o t a l  compensation inc lud ing  pensions between publ ic  a, 

p r i v a t e  pension po l i cy .  

--Sound approaches t o  such fundamental issues as re t i r emen t  age,  

d i s a b i l i t y  c r i t e r i a ,  b a s i c  b e n e f i t  formulas, employee contribu- 

t i o n s ,  indexing f o r  i n f l a t i o n ,  funding requirements ,  overlapping 

e l i g i b i l i t y  and s tandards  f o r  a d m i n i s t r a t i o n  account ing,  d i sc losu r f  

and f i d u c i a r y  r e s p o n s i b i l i t y ,  
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The group w a s  unanimous that the matter of s o c i a l  s e c u r i t y  coverage 

far public  employees must be faced and resolved. 

s e t t l e  t h i s  i s s u e  a t  t h i s  se t  of meetings however pending t h e  outcome of 

No e f f o r t  was made t o  

s tud ie s  cu r ren t ly  underway. 

We recognize t h a t ' r e f o r m  w i l l  not  be easy. In t h i s  era of i n f l a t i o n ,  

present  and prospect ive pens ioners  are f e a r f u l  t h a t  b e n e f i t s  w i l l  be s t r ipped  

from them. 

complex area. 

with a system from which they b e n e f i t  personally.  

There i s  fear of Federa l  bureaucracy and r u l e  making i n  t h i s  

There is t h e  r e luc t ance  of Federal  po l icy  makers t o  tamper 

Y e t  t h e r e  is an even g r e a t e r  f e a r  which should inf luence  t h e  pol icy  

maker. 

expectations and inadequate funding. 

p r i v a t e  workers and pensioners  will r e b e l  aga ins t  publ fc  pension plans whose 

mounting l i a b i l i t i e s  they are c a l l e d  on t o  a s s i s t  i n  funding. 

It is t h a t  publ ic  pension programs w i l l  b e  bankrupted by u n r e a l i s t i c  

There should a l s o  be t he  f e a r  t h a t  

An adequate approach t o  pub l i c  pol icy in t h i s  area w i l l  require:  

F i r s t ,  t h e  ga the r i5g  and widespread pub l i c i z ing  of e s s e n t i a l  

f a c t s  about t h e  present  crisis of pub l i c  pensions. 

Second, t h e  development of e f f e c t i v e  procedures wi th in  t h e  

executive and l e g i s l a t i v e  branches of government f o r  reviewing publ ic  pensions 

systematical ly  and formulating o v e r a l l  r a the r  than piece-meal pol icy.  

Third,  t h e  convening of regular  hear ings a t  which publ ic  policy 

can be debated from a w i d e  v a r i e t y  of perspectives.  

Fourth, t h e  maintenance-of a forum ou t s ide  government which can 

take regular  measure of how w e l l  government has faced t h i s  qu ie t  but  real  

crisis f o r  a f r e e  soc ie ty .  




